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From our previous five meetings and discussionsititiatives have arisen to the level where we
should consider them for bill proposals in the regtslative session.

- The modernization of the severance tax credit &a&nd
- Expansion of the local project severance loan aityho

This document is divided into three sections.
1. Discussion on the proposed severance tax crediemiztion bill.
2. Suggested edits to the current statute.

3. A combined bill is presented to provide a view dfatthe proposed statute edits will
look like in completed statutory form.

4. A background and discussion is provided for thea@sjon of the local project severance
loan authority.

Please review these for our next meeting whereege to decide what the final report will
contain when we deliver it to the legislature iteldanuary.

Section |: Proposed Severance Tax Credit Modernization Bill Discussion

Purpose of the Statute

The purpose of the severance tax credit statuteaacourage taxpayers to make contributions to
local governments prior to a mineral extractionj@cbdevelopment or expansion. It encourages
risk assumption by the mineral project developersbme of the costs that local governments
incur in anticipation of a new or expanding minetavelopment project. This is done by
allowing contributions to local government infrastture projects to be claimed as a credit
against future severance tax liability.

Below are a series of changes to modernize anifiyciae credit statute in order to promote its
use by industry and local governments.



Problems with the Current Statute

A number of components in the existing statuteuscear or obsolete, perhaps explaining why
the statute has not been used for a long peritichef To encourage use of this statute for risk
assumption by the taxpayers, we should clarify simglify a number of provisions:

1. Confusing language on timing and amounts of newiacrgased production prevents use
of the credit.

2. Conflicting language on the unit of local governingmecification is confusing.

3. The Department of Revenue is currently not a forpaaty to the review of a contribution
agreement, and should be.

4. No provision is made for verification of contriboi amounts and values after the fact.
5. Extra definition of mineral production is not nesasy.

6. Description of contribution-for credit agreemergtglisorganized in statute which seems
to increase confusion and lack of use of the texlitr

7. Lack of sufficient clarity on who in the oil andggandustry can claim the credit makes it
difficult to use.

8. Exercise of the tax credit puts the Department atukhl Resources at some risk.
The following pages discuss each item followed fiigc#fic statutory edit language.

PROPOSED STATUTORY CHANGE #1:
Better Specification of New and Increased Amountsral Timing.

a. The language in the statute regarding the isgpoti the severance period and the portion of the
taxpayer’s total liability is unclear. For an op@ra that is just beginning, it is understood ttiegt
contribution must occur “prior to first severandesoch minerals”. The amount of the
contribution is currently one half of the total eeance liability from the new operation over 10
years.

b. With exploratory and evaluation production (“sence”) likely in the early phase of a project,
it is not clear anyone would qualify under thiswtard. The liability should be above some
baseline of severance tax liability against whioh ¢redit can be claimed. For example, the five
previous years of actual severance tax paymentisebgroducer.

c. The “increased severance” operation sectiohebtatute, under which most credit proposals
would be made, only requires that the contributioesnade “to assist in solving the impact
problems” caused by the expanded operation. Thetstdoes not specify a specific time for the
contribution relative to the increased production.
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d. In addition, the statute defines “increased potion” as that “for which increased severance
occurs subsequent to June 30, 1980”. This wouldrgoist about every producer in the state.

e. The action being measured for “new” and “inceeldss described as “severance”. This is
taken to mean physical extraction of severancebtaxainerals. It is sometimes confused with
sale of such minerals, or a change in value ofyztidn severance tax base due to product price
increases, or changes in net severance tax liabiifferentiating the many factors that can lead
to an increase in severance tax liability, partidyl between price changes, production quantity
or quality changes is not easily done.

Solution:

1. Combine the two current definitions, “new opier®’ and “expanded operation”, into one
where the base period is defined as the averageas®we tax net payments of the taxpayer in the
five corporate tax years prior to the date of thpraved contribution agreement.

2. The 10-year estimation period and severanbéditipagainst which the credit can be claimed
should start with the tax year following the dat¢he application for credit. The taxpayer's
estimate of their expanded severance tax lialslityuld also become a formal part of the credit
agreement for review by the Department of Locabkf and the Department of Revenue. This
estimate would not impact the eventual right taneleredit by the taxpayer.

3. The severance tax credit should only be applgainst severance liability in excess of the 5
year average baseline amount. Stakeholders hav¢osadt give away the existing severance tax
base.

PROPOSED STATUTORY CHANGE #2:
Provide a more Specific Definition of the Local Gogrnment Partner authorized to enter
into a Credit Agreement

a. The “unit of local government” phrase is paineahy times in the statute with “or local units
of government locally impacted”. This later phrasepecifically defined in statute as “units of
local government in the geographic area whereieesmployees of the operation . . .

determined on the basis of residence as reportadciordance with section 39-29-110(21)(d)”".

These restrictions were plainly intended to con@iostributions to an area on the basis of data
rather than supporter’s assertions or agency disoreThe use of the statutory employee
residence reports is somewhat illogical, sincectirribution credit agreement must be made
prior to severance by an operation. Thereforestiagit not be any employee residents to qualify
a geographical area under the definition.

b. The statute specifies that “each contributicalldle based on an agreement between or on
behalf of the taxpayer and a unit of local governtr@ local unit of government locally
impacted.” The phrase “on behalf of” may only gpial the taxpayer, indicating that a
contribution could be made by an agreement sigridgdaathird party not the taxpayer. It could
also apply to the “local government” indicatingttbae local government can enter into a credit
agreement for other local governments.

While the opportunity for multiple taxpayer andrfoultiple local government agreements
appears beneficial in theory, the practicalitieswth a contract are more than can be specified in
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this statute. Multi-party severance tax creditgpams can be orchestrated as a package of two
party credit agreements. This was done in DeltanGoin the 1980’s.

This attempt to tie the local government to therapiens through statutory definitions and data
requirements misses the fundamental point of ingpaittey arespeculative, dynamic and

subjective. It also misses the critical point of the statd &éical government response to impacts:
cooperative public facility andservice development. The review of the proposed credit agreement
by the Department of Local Affairs and the Enengypéct Assistance Advisory Committee is the
place to put the decision as to which local govesmi® are being impacted and which would best
serve to mitigate the impacts.

Solution:
» The restrictive definition of impacted local goverents on the basis of the employee

residence reports should be repealed.
* The term “on behalf of” should be deleted.

PROPOSED STATORY CHANGE #3:
Make the Department of Revenue a formal party to reiew.
The Department of Revenue is currently not a fonpaaty to the review of a contribution
agreement, and should be since the agreement epataiumber of pieces of information that
DOR will need in the evaluation and approval ofedit claim by a severance tax payer.
Solution:
* The Department of Revenue should participate irdthelopment phase of these
credit agreements and also maderanal party to the advisory reviealong with the

Energy Impact Assistance Advisory Committee.

PROPOSED STATUTORY CHANGE #4:
Establish post contribution evaluation and verificdion.

There is currently no provision in statute for exslon and verification of the contributions
specified in the approved credit contribution agreat.

Solution:

* This should be added as a requirement for taxpayetocal government record
keeping and an invitation to audit by the DeparthodriRevenue.

PROPOSED STATUTORY CHANGE #5:
Remove the confusing and redundant added definitioof minerals.

Discussion

“(4) For the purposes of this section, mineralsnoreral fuels shall include, but not be limited to,
oil shale, crude oil, natural gas, and oil andgalsis section is redundant, confusing and

Strengthening Colorado Communities



unnecessary for implementation of this statutee ddre definition is severance tax liability,
which is contained in the body of the severancestatutes.

Solution: Repeal this section of the statute.

PROPOSED STATUTORY CHANGE #6:
Clarify the components of the contribution agreemen

Discussion

The various components of the contribution agreéntka parties, the amounts, the amount
limits, the required stipulations, are spread thimut the statute. These should be better
organized into a list so that the parties can barabn the required elements of an agreement.

Solution

» Break up long statutory sections with contributgtifinitions, add-ons and limits into
a sub section list. Relocate some componentsddish

PROPOSED STATUTORY CHANGE #7:
Improve the definition of operation.

a. The credit allowed in statute is issued agaegerance taxes imposed on an “operation” with
new or increased production. This definition isdigo set the timing of events and to set a
baseline for increased severance liabilities agaih&ch the credit can be claimed. However, the
process for claiming a tax credit is not clearl§imkd, making it difficult for operators to
navigate their way in proceeding to use the credit.

b. Severance taxes are imposed on “taxpayers” wayohave many “operations”. Therefore, this
credit statute implies that a separate calculaifidhe operation severance tax liability is reqdire
by the taxpayer, and verified by the DepartmerRevenue. With oil and gas, the aggregation of
a range of severance tax deductions and creditsnowiiple “operations” may make such a
distinction quite difficult.

c. The credit statute calls for the taxpayer tditipate” the total new or increased severance
liability in the “first ten years of severance fr@n. . .operation” in order to set the maximum
amount of credits allowed. But, C.R.S. 39-29-108¢€8juires the Department of Revenue to
divert all of the taxpayer’s future severance taympents to the trust fund until the 50% of
payments that were denied to the trust fund bykhiening of the credit have been made up.
This refunding provision contains no separatiothefseverance tax payments by “operation”,
implying that all the taxpayers’ severance liailg in play.

d. The end of the statute mentions that “a taxpalall be entitled to credit against its severance
liability in an amount equal to the total of allntobutions made and certified as eligible for
credit”. This provision also does not contain tleastraint “from or for an operation”.

Conclusion: All of this leaves the Department of Revenue #edtaxpayer with some ambiguity
as to the amounts that can be claimed as creditha&ndabilities against which they can be
claimed. Severance liability information is regatin aggregate by taxpayers, many of which
cover multiple counties and “operations”. The drethtute implicitly requires that a new
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calculation be made of severance liability for $ke@arate “operation” for which the contribution
was made and the credit agreement was established.

Solution:

To encourage the taxpayers to make contributionsgky projects, make the entity for which

the severance is being calculated the whole taxpayeedits created from one operatgirould

be allowed against increased severance tax liabilithe taxpayer from any operation that incurs
severance tax liability. The “new or expanded opeané would still be specified in the
contribution credit agreement for use by the Depart of Local Affairs in evaluation of the
appropriateness of the proposed credit, and iestimates by the taxpayer of the 10 years of
severance liability. But this definition of “oion” would have no effect on the actual credit
claimed. The objective is simplicity and convemiefor the taxpayer.

PROPOSED STATUTORY CHANGE #8:
Remove the risk to the Department of Natural Resowres in exercising the tax credit.

Discussion

1. Under the current statute the claim of a crieglia severance taxpayer reduces the revenue
received by both the Local Fund side and the TFusd side of the severance tax distribution.

2. Following use of the credit, that taxpayer'gtier severance tax payments are diverted to the
Trust fund to make up for the losses to the Trustd=so that, in the end, the Local Fund bears

the full reduction from the use of the credit. §process requires an extra accounting process for
the Department of Revenue and a potential riskeolrust Fund that the future severance tax
payments might not cover the prior losses.

Solution

Allow the exercise of the credit only against thacal Fund share of severance tax revenues.
This has the effect of limiting the exercise of tnedit to half of the net severance tax liabitify
the taxpayer in any payment made to the DepartofdRévenue.

* Increase clarity for industry calculation
* Remove the risk to DNR
» Adapt to any change in local share of severance tax

In its distributions to the state fund, the Depamiof Revenue would reduce the share to the

Local Government Severance Tax Fund by the amduhecredit claimed, and leave the Trust
Fund share whole. Repeal the refunding provigioBo-29-108(3).
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Section 11: Suggested Edits

PROPOSED STATUTORY EDIT #1 WORDING:
Specify New and Increased Amounts and Timing
Broad Approach:

39-29-107.5 Credit allowed for prror payment of mnpas&stance

b)There shaII be allowed, as a credit againstilIGREASED AMOUNT OF taxes
|mposed by thrs artlcle on the severance of mlselarnlneral fuels—ﬁrem—er—fem—eperatren

Jene—sg—]rQsOan amount equal to the value of approved coniuhetby the taxpayer made
PRIOR TO THE INCREASED SEVERANCE AMOUNT to assist in solving the impact

problems of units of local governmesttlecal-units-of governmentlocallpnpacted by the

increase in-pragetion-ofan-eperatiarSEVERANCE. {)e)Fhere-shal-be-allewe QUCH
CONTRIBUTIONS SHALL BE MADE pursuant to an agreement between or on behaifof t

taxpayer and the unit of local government specifieBUBPARAGRAPH (A) subparagraph (1)
of paragraph (a) of subsectiorB)df this section-as-a-eredit-agairst-any-taxes-mposed-by this
article on the severance of minerals or minerdsfue

[NEW paragraph break](2)(a)(lll) In no event shall the total amount of approved
contributions by a taxpayer exceed fifty percenheiNCREASED severance tax liability
FROM TAXABLE MINERAL SEVERANCE ABOVE THE AVERAGE SE VERANCE
TAX LIABILITY IN THE PRIOR FIVE YEARS which the taxpayer anticipates will be

mcurred durlng the flrst ten years of severanomeN new—epeatren—epﬁﬁty—pereent—ef—the

ten—years—ef—severanee—tremaxpanded—e*rsﬂngperatlon plus the amounts calculated pursuant
to paragraph (c) of subsection (1) of this section.

kkkkkkkkkkkkkhkkkkkkkkkkkkkkkkkkkkkkkk

PROPOSED STATUTORY EDIT #2 WORDING:
Repeal definition of Local government Locally Impated.

39 29- 102(4 5) REPEALED—DeﬁmHens—EeeaLurﬂ&ge%mmerﬁ—leeaHy—mpaeted—means

kkkkkkkkkkkkkhkkkkkkkkhkkkkkkkkkkkkkkkkk

PROPOSED STATUTORY EDIT #3 WORDING:
Make the Department of Revenue a Formal Party to Raew

“(2)(a)(Il) Each contribution must be acted upondwedit and, if approved, a certificate of
eligibility issued, within ninety days after joigtibmission by the taxpayer and the unit of local
government, or local unit of government locally eped, by the executive director of the
department of local affairs upon the recommendatidthe energy impact assistance advisory
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committee created by section 34-63-102 (5) (b) £,/AND THE EXECUTIVE DIRECTOR
OF THE DEPARTMENT OF REVENUE , and failure to act upon the eligibility withinida
ninety days shall be deemed as approval and catidn of the contribution; and”

kkkkkkkkkkkkkhkkkkkkhkhkkkkkkkkkkkkkkkk

PROPOSED STATUTORY EDIT #4 WORDING:
Post contribution evaluation and verification

[NEW Section] 39-29-107.5(5) UPON SUBMISSION OF A CAIM FOR CREDIT
AGAINST SEVERANCE TAX LIABILITY BY A TAXPAYER THED EPARTMENT OF
REVENUE WILL:

(a) EVALUATE THE HISTORY OF SEVERANCE TAX PAYMENTS BY THE
TAXPAYER AND DETERMINE THE ACTUAL PORTION OF THE NE T SEVERANCE
TAX LIABILITY THAT IS AN INCREASE OVER THE BASIS AS  DEFINED IN THE
TAXPAYER'S ESTIMATES MADE UNDER SECTION (2)(@)(lll) ,

(b) CONFER WITH THE LOCAL GOVERNMENT PARTY TO THE C REDIT
AGREEMENT TO VERIFY THAT THE CONTRIBUTIONS HAVE BEE N PROPERLY
CONDUCTED AND THE VALUE RECEIVED EQUALS OR EXCEEED THE CREDIT
CLAIMED, AND,

(c) REPORT TO THE DEPARTMENT OF LOCAL AFFAIRS ON TH IS
EXERCISE OF A CREDIT IN A FASHION WHICH DOES NOT DI SCLOSE
CONFIDENTIAL TAXPAYER INFORMATION.

kkkkkkkkkkkkkkkkkkkkhkkkkkk

PROPOSED STATUTORY EDIT #5 WORDING:
Repeal added definition of minerals.

39-29-107.5(4) (REPEALED)Ferpurposes-of-thisisectminerals-orimeral-fuelssha

] Il
oi-and-gas.

kkkkkkkkkkkkkhkkkkkkkhkkkkkx

PROPOSED STATUTORY EDIT #6 WORDING:
Organize requirements for the credit agreements.

Wording changes throughout the statute.

kkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkk

PROPOSED STATUTORY EDIT #7 WORDING:
Define or repeal “operation”

Wording changes throughout the statute

kkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkk

PROPOSED STATUTORY EDIT #8 WORDING:
Allow exercise of the credit only against the LocaFund share, and integrate this with the
“INCREASED AMOUNT” edit #1

39-29-107.5(:){b)(a)There shall be allowed, as a credit againstilGREASED
AMOUNT OF THAT PORTION DISTRIBUTED TO THE LOCAL GOV ERNMENT
SEVERANCE TAX FUND BY 39-29-108(2) C.R.S. ORaxes imposed by this article on the
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severance of mmerals or mrneral fuels—trem—e@meperatren—wh%h—has—an%rease in

080,amount

equal to the vaIue of approved contrrbutrons byttampayer madé’RIOR TO THE
INCREASED SEVERANCE AMOUNT to assist in solving the impact problems of uafts

local governmenérlecal-units-of governmentlocalljnpacted by the increase-inpreduction of

an-operationSEVERANCE. (t)fe)Fhere-shall-be-alleweGUCH CONTRIBUTIONS
SHALL BE MADE pursuant to an agreement between or on behdiedfixpayer and the unit

of local government specified BUBPARAGRAPH (A) subparagraph (l) of paragraph (a) of
subsection«3) of this section-as-a-eredit-against-any-taxes-imposed-by-thidadre the
severance of minerals or mineral fuels,

(1)(c) There shall be allowed, pursuant to ane@ment between or on behalf of the
taxpayer and the unit of local government specifresibparagraph (1) of paragraph (a) of
subsection (2) of this section as a credit aganrgTHAT PORTION DISTRIBUTED TO
THE LOCAL GOVERNMENT SEVERANCE TAX FUND BY 39-29-10 8(2) C.R.S. OF
taxes imposed by this article on the severanceiénals or mineral fuels, in addition to any
amounts determined under paragraphs (a) and th)sofubsection (1) and subsection (2) of this
section, an amount equal to three-fourths of omegme per month times the amount of approved
contributions by a taxpayer for each month thatapgroved contribution precedes the month in
which said approved contribution is credited agaansxpayer's yearly severance tax liability.
Any amounts of approved contributions credited agjaa taxpayer's yearly severance tax liability
shall be applied to reduce the amount, if anyppiraved contributions not previously credited,
and the additional percentage provided in thisgrayzh (c) shall apply solely to said reduced
amount of approved contributions.

[NEW paragraph break](2)(a)(lll) In no event shall the total amount of approved
contributions by a taxpayer exceed-fifty-perecentheiNCREASED PORTION
DISTRIBUTED TO THE LOCAL GOVERNMENT SEVERANCE TAX F UND BY 39-29-
108(2) C.R.S. OFseverance tax liabilitFROM TAXABLE MINERAL SEVERANCE
ABOVE THE AVERAGE SUCH SEVERANCE TAX LIABILITY INT HE PRIOR FIVE
YEARS WhICh the taxpayer antrcrpates will be mcurredmlgtthe—ﬁr—stten years of severance

eperatremlus the amounts calculated pursuant to paragraptrf subsectlon (1) of thrs sectron
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Edit #2

Edit #1

Section lll: Combined Statute Edits as Proposed Bill

(2)(b) There shaII be allowed, as a credit agangiNCREASED AMOUNT OF
THAT PORTION DISTRIBUTED TO THE LOCAL GOVERNMENT SE VERANCE TAX
FUND BY 39-29- 108(2) C.R.S. OIFaxes |mposed by th|s artlcle on the severancamxﬁrrzmls or

mepeased—sewﬁanee—eeeeﬁmsequmt—te%we—s@—m&h amount equal to the value of
approved contributions by the taxpayer mB&RIOR TO THE INCREASED SEVERANCE to
assist in solving the impact problems of unitsomfdl governmenterlocatunits-gbvernment

leeally impacted by the increase-+r-production-ofan-apmaSEVERANCE. {3)e) Fhere-shall
be-allowed SUCHCONTRIBUTIONS SHALL BE MADE pursuant to an agreement between

the taxpayer and the unit of local government djgetin SUBPARAGRAPH (A) subparagraph
(I) of paragraph (a) of subsectioB)df this section—as-a-creditagainstany-taxgpsad-by-this
article on the severance of minerals or minerdsfue

(1)(c) There shall be allowed, pursuant to ane@gent between or on behalf of the
taxpayer and the unit of local government specifreslibparagraph (1) of paragraph (a) of
subsection (2) of this section as a credit aganrgTHAT PORTION DISTRIBUTED TO
THE LOCAL GOVERNMENT SEVERANCE TAX FUND BY 39-29-10 8(2) C.R.S. OF
taxes imposed by this article on the severanceiénals or mineral fuels, in addition to any
amounts determined under paragraphs (a) and th)sofubsection (1) and subsection (2) of this
section, an amount equal to three-fourths of omegme per month times the amount of approved
contributions by a taxpayer for each month thatapgroved contribution precedes the month in
which said approved contribution is credited agaansxpayer's yearly severance tax liability.
Any amounts of approved contributions credited agjaa taxpayer's yearly severance tax liability
shall be applied to reduce the amount, if any ppiraved contributions not previously credited,
and the additional percentage provided in thisgrazh (c) shall apply solely to said reduced
amount of approved contributions.

(2)(a) Approved contributions, for the purpose wéts credits, shall include the
contribution of property or payment of money totamif local government or local units of
government locally impacted, for use in plannimgluding financial, architectural, and
engineering services, construction, or expansigubfic facilities, including but not limited to
county or municipal roads, schools, recreationlifaes, water facilities, sewage facilities, police
and fire protection facilities, and hospitals, whare deemed to be necessitated by the initiation
of a new operation or increase in production oggisting operation.

[Relocated paragraph (1)(c)] (2)(a)(DIn addition, subject to the agreement reached
pursuant to paragraph (c) of subsection (1) ofgbition, approved contributions may also
include any loss sustained by reason of the sa@ybonds by the taxpayer who purchased such
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Edit #3

bonds, the proceeds of which bonds are used iplémming, construction, or expansion of any
such public facilities by a unit of local governmen local unit of government locally impacted,
and any loss by reason of the default on loans rhgdetaxpayer or satisfaction of a guaranty
obligation of the taxpayer arising out of the isst@of such bonds, whether or not such bonds
are purchased by the taxpayer. Such losses shafigreved contributions as of the date of the
making of a loan, the date of issuance of the booidthe date of entering into the guaranty
obligation; except that, for purposes of the addii credit allowed pursuant to paragraph (c) of
subsection (1) of this section, the date of the@pgd contribution shall be the date of default on
any such loan, the date of loss on any such barttieadate of satisfaction of any such guaranty
obligation.

[New paragraph break] (2)(a)(Il) There shall be allowed, pursuant to an agreement
between the taxpayer and the unit of local goventrapecified in subparagraph (l) of paragraph
(a) of subsection (2) of this section as a creghiirstTHAT PORTION DISTRIBUTED TO
THE LOCAL GOVERNMENT SEVERANCE TAX FUND BY 39-29-10 8(2) C.R.S. OF
taxes imposed by this article on the severanceiménals or mineral fuels, in addition, subject to
the agreement reached pursuant to paragraph $cjpsection (1) of this section, approved
contributions may also include any loss sustainecehson of the sale of any bonds by the
taxpayer who purchased such bonds, the proceemsicti bonds are used in the planning,
construction, or expansion of any such public ftked by a unit of local government or local unit
of government locally impacted, and any loss bygoeaof the default on loans made by a
taxpayer or satisfaction of a guaranty obligatibthe taxpayer arising out of the issuance of such
bonds, whether or not such bonds are purchasdueltatpayer. Such losses shall be approved
contributions as of the date of the making of anJdhe date of issuance of the bonds, or the date
of entering into the guaranty obligation; excepattttior purposes of the additional credit allowed
pursuant to paragraph (c) of subsection (1) ofgbidion, the date of the approved contribution
shall be the date of default on any such loangd#te of loss on any such bond, or the date of
satisfaction of any such guaranty obligation.

[NEW paragraph break](2)(a)(lll) In no event shall the total amount of approved
contributions by a taxpayer exceed fifty percenheiINCREASED PORTION
DISTRIBUTED TO THE LOCAL GOVERNMENT SEVERANCE TAX F UND BY 39-29-
108(2) C.R.S OFseverance tax liabilitF ROM TAXABLE MINERAL SEVERANCE
ABOVE THE AVERAGE SEVERANCE TAX LIABILITY IN THE PR IOR FIVE YEARS
which the taxpayer anticipates will be incurredidgithe-firstten years of severance

FOLLOWING SUCH CONTRIBUTIONS #em—aq—neweperaﬂen—epﬁlﬁty—pemteem—ef—the

to paragraph (c) of subsectlon (1) of thls section.

[NEW paragraph break] (3)(a)(l) In order for an approved contribution to qualify fo
credit, the following requirements shall be fu#d:

[New paragraph numbering] (3)(a)(Il)(A) Each contribution shall be based on an
agreement between-er-on-behalttd taxpayer and a unit of local government oalamit of
government locally impacted, specifying the needstach contribution and its nature, value or
amount, and purposeND A STATEMENT OF THE TAXPAYERS ESTIMATE
REQUIRED BY SECTION (2)(a)(lll) ;

(3)(a)(I(B) Each contribution must be acted upon for credit #approved, a
certificate of eligibility issued, within ninety gia after joint submission by the taxpayer and the
unit of local government, or local unit of govermmhéocally impacted, by the executive director
of the department of local affairs upon the recomaagion of the energy impact assistance
advisory committee created by section 34-63-10Zk()C.R.S.AND THE EXECUTIVE
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Edit #5

Edit #4

Edit #8

DIRECTOR OF THE DEPARTMENT OF REVENUE , and failure to act upon the eligibility
within said ninety days shall be deemed as appm@walicertification of the contribution; and

(3)(@)(I)(C) Certification of eligibility for credit of a contvution of a specified value or
amount must be transmitted by the executive diragftthe department of local affairs to the
executive director of the department of revenue uthit of local government or local unit of
government locally impacted, and the taxpayer.

[RENUMBER section (3)]43)(4) A taxpayer shall be entitled to credit againsséserance tax
liability in an amount equal to the total of allntobutions made and certified as eligible for
credit plus the amounts calculated pursuant togpaph (c) of subsection (1) of this section. The
taxpayer may claim such credit by submitting with annual declarations and returns required
by section 39-29-112 the certifications of eligtyifor such credit or evidence regarding deemed
certification, and in the case of losses sustalnekason of the sale of any bonds purchased by
the taxpayer, by reason of satisfaction of a gugrabligation of the taxpayer arising out of the
issuance of bonds, or by reason of loans madeebtaipayer, evidence of such losses. The
amount of credit available in any one taxable yeatuding carry-overs, shall not exceed the
taxpayer's severance tax liability in such yeary Arcess shall be carried over and shall be
available as a credit in the next succeeding yegears subject to the same annual limitation.

39-29-107.5(4) REPEALED

[NEW Section] 39-29-107.5(5) UPON SUBMISSI® OF A CLAIM FOR CREDIT
AGAINST SEVERANCE TAX LIABILITY BY A TAXPAYER THED EPARTMENT OF
REVENUE WILL:

(a) EVALUATE THE HISTORY OF SEVERANCE TAX PAYMENTS BY THE
TAXPAYER AND DETERMINE THE ACTUAL PORTION OF THE NE T SEVERANCE
TAX LAIBILITY THAT IS AN INCREASE OVER THE BASIS AS  DEFINED IN THE
TAXPAYER'S ESTIMATES MADE UNDER SECTION (2)(@)(lll) ,

(b) CONFER WITH THE LOCAL GOVERNMENT PARTY TO THE C REDIT
AGREEMENT TO VERIFY THAT THE CONTRIBUTIONS HAVE BEE N PROPERLY
CONDUCTED, AND,

(c) REPORT TO THE DEPARTMENT OF LOCAL AFFAIRS ON TH IS
EXERCISE OF A CREDIT IN A FASHION WHICH DOES NOT DI SCLOSE
CONFIDENTIAL TAXPAYER INFORMATION.

39-29-108(3) REPEALED-EffectiveJuly-1-1981,the-total-cgaaceiptsfrom-any-taxpayer

} htof- thedit-for-an-approy nder
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Proposed Expansion of the Severance Loan Authority

Background: The Colorado severance tax statute providewéors as well as grants for local
government projects.

The loan statute, C.R.S. 39-29-110(1)(b)(Il), cotiserestricts this option to “domestic
wastewater treatment works or potable water treatfiaeility”. A minimum interest rate is set at
5%.

Since the loan capability was added to the statui®84 the Department of Local Affairs has
made 318 loans totaling $31 million. Half have b&®20 years, the rest for shorter terms. These
loans have gone for small community systems inl angas of the state. No loan has gone into
default.

Financing tool policy: In combination with the severance tax credit grahts programs, the
loan program is a significant opportunity to crdatzal government financing packages that
place risks and costs appropriately.

-The loan program provides for funds to be returtoeithe Local Government Severance
Tax Fund for further projects.

-When the boom in mineral revenues has past, tbaserepayments become a major
source of funds for the local government finanginggram.

-In the long run, when the minerals have been etddqa the Local Government
Severance Tax Fund will likely be only a revolvingn program.

Proposat To promote the use of the loans for local goment facilities projects, we propose
that the loan authority be expanded beyond the rsemgbwater types. There are a host of other
types of facilities needed, for example, schoalhs$portation and medical facilities.

In light of the need to have a return flow of furidsfuture projects, such an expansion of the
types of loan projects will make all parties morilimg and practiced at using the loan capability
to provide for future projects.

PROPOSED STATUTORY CHANGE:

39-29-110(1)(b)(I1)(A): In addition to the distriban of moneys authorized under subparagraph
() of this paragraph (b), the executive direct@yndistribute moneys or make loans, or any
combination thereof, to such political subdivisidosthe planning, design, construction,
erection, building, acqwsmon alteratlon modeaUOn reconstructlon improvement, or
expansion of-deme Ay meRUBLIC facilities.

Any loan made by the executlve dlrector under tltte(mty of thIS section shall only be made
under such terms as will insure repayment of the hith interest assessed and collected at an
interest rate of not Iess than five percent
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